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Accounting Trends and Techniques —
Income Statement
Mary E. Beniteau, CPA
The use of a separate section will be discussed
later in connection with extraordinary items.
Although over 5() per cent of the companies
included in the American Institute of CPAs’
survey used separate statements of income and
retained earnings, there has been a marked
trend since 1946 toward the use of the com
bined statement; however, the number of com
panies presenting a combined statement in
1963 did not increase.

The income statement is of great importance
because it is a basis upon which investors,
stockholders, creditors, management, and gov
ernmental and other regulatory agencies ana
lyze the results of a business’ operations and
its continued profitability. Because of its im
portance the determination of the net income
figure and the presentation of the amounts
making up net income should be in accordance
with generally accepted accounting principles.
This discussion will describe recent trends and
techniques concerning the title, form, and ter
minology of the income statement and the
application of generally accepted accounting
principles thereto as set forth in the American
Institute of CPAs’ 1964 edition of Accounting
Trends and Techniques. Recent trends and
techniques as they affect several matters of
particular current interest will also be dis
cussed.

Terminology
The Committee on Terminology of the
American Institute of CPAs found a lack of
uniformity of terms used as captions for items
within the income statement and has given
definitions of such terms and recommendations
for their use ' in its Accounting Terminology
Bulletin No. 2—Proceeds, Revenues, Income,
Profit, and Earnings and Bulletin No. 4—Cost,
Expense and Loss.
In the income statement the term “Net
Sales” is now predominantly used. Cost of
goods sold is shown as a single caption by a
majority of companies because of the trend
towards the use of the single-step form.

Title
Although the titles of income statements
show variety, the use of the term “income” still
predominates; nevertheless the term “earnings”
is gaining acceptance. With respect to the title
“Profit and Loss,” which is least desirable, the
trend has been noticeably away from its use.

Pension and Retirement Plans
Because of the inherent differences in pen
sion and retirement plans there is a lack of uni
formity in the accounting treatment for pen
sion costs. In connection with the accounting
treatment of costs arising out of past service,
the American Institute of CPAs sets out in
Chapter 13 of Bulletin No. 43 its opinion that:

Form
Generally, the form of the income statement
falls into two categories: the multiple-step form
and the single-step form. The multiple-step
form contains the usual groupings of items
showing such captions as gross profit and oper
ating income; the single-step form presents all
sales and income credits in one section; another
section covers deductions for all costs, ex
penses, and income charges, the difference
representing net income.
Advocates of the single-step form believe
that the multiple-step form can be misleading
because no profit is realized until all costs and
expenses are deducted, and because the various
subheadings have no recognized meaning.
Although there has been a trend toward the
use of the single-step form, many companies
use a variation of the two forms by including
a separate section at the end of the income
statement which sets out tax and special items.

“(a) Costs of annuities based on past serv
ice should be allocated to current
and future periods; however, if
they are not sufficiently material
in amount to distort the results of
operations in a single period, they
may be absorbed in the current
year;
(b) Costs of annuities based on past
service should not be charged to
surplus.”

The American Institute of CPAs further dis
cussed accounting for costs of pension plans in
Bulletin No. 47 and made the recommendation
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Bulletin 43 states that such adjustments “should
be included in the income statement unless
they are so material as to have a distorting
effect on income; in such event they may be
charged or credited to surplus with indication
as to the period to which they relate.”
Of the companies included in the American
Institute of CPAs’ survey that presented in
come tax adjustments, most dealt with prior
year tax accruals and carry-forward operating
losses. A majority of the prior year tax accrual
adjustments were presented in the income
statement, usually in the last section. Operat
ing loss carry-forward was generally presented
in footnotes or in letters to stockholders.
Income Tax Allocation
Allocation of income taxes may be necessary
when there is a material difference between
financial income (as determined in accordance
with generally accepted accounting principles)
and taxable income. Much has been written
about the effect of certain items on taxable in
come versus financial income, and the Ameri
can Institute of CPAs has dealt with income
tax allocation in great detail in Chapter 10B of
ARB No. 43. The American Institute of CPAs
has also dealt with the problem of differences
between tax and book figures in their bulletins
concerning Emergency Facilities and Declin
ing-Balance Depreciation and in the opinions
of the Accounting Principles Board covering
the New Depreciation Guideline and Rules
and the Investment Credit. Material differ
ences between tax and book income also result
when statutory depletion as allowed by the
Internal Revenue Service is taken for tax pur
poses and cost depletion is used for book pur
poses; and when intangible development costs
are capitalized for book purposes, yet deducted
as incurred for tax purposes.
Approximately 50 per cent of the companies
included in the American Institute of CPAs’
survey presented income tax allocation items,
the increase over the 1962 survey being due
primarily to deferment of taxes resulting from
the use of “Guideline” depreciation and the
Investment Credit. Most extraordinary items
giving rise to tax allocation were presented net
of the related tax effect. As in the case of tax
adjustments, most instances of tax allocation
were presented in the income statement in the
last section.
Extraordinary Items
The problem of overstating or understating
net income due to nonrecurring and extraordi
nary gains and losses of a material amount has
been discussed in Chapter 8 of Bulletin No.
43, which gives the opinion that “there should
be a general presumption that all items of
profit and loss recognized during the period

that “costs based on current and future serv
ices should be systematically accrued during
the expected period of active service of the
covered employees, generally upon the basis
of actuarial calculations.” It was further recom
mended that disclosure of the adoption or
change of a plan be set out in notes to the
financial statements if the plan involves costs
of a material amount.
In Accounting Research Study No. 7, In
ventory of Generally Accepted Accounting
Principles for Business Enterprises, written by
Paul Grady, a listing of the alternative meth
ods of implementing generally accepted ac
counting principles in connection with pension
plans outlines the difference in accounting
treatment. Of the companies in the American
Institute of CPAs’ survey, approximately twothirds referred to pension or retirement plans
in their annual reports. Of these a majority of
the plans mentioned were described as being
funded or partially funded. Details concerning
the plan, method of funding, and the related
current or past service costs were set out in
notes to financial statements by a majority of
the companies. Some companies set out the
charge to income in the statement of income,
letter to stockholders or in supplementary
schedules. It is noteworthy that 24 per cent of
the companies referring to pension or retire
ment plans in their annual reports failed to
disclose the related costs.
Accounting Research Study No. 8, “Account
ing for the Cost of Pension Plans” by E. L.
Hicks (a summary of which is contained in the
May 1965 Journal of Accountancy) deals with
suggested recommendations for the accounting
treatment of pension plans.
Depreciation and Depletion
The methods of determining depreciation
and depletion of fixed assets vary greatly by
industry and by companies within industries.
They are set out in Accounting Research Study
No. 7.
From the data given in the American Insti
tute of CPAs’ survey it appears that acceler
ated depreciation methods are most often used.
These methods may be employed either as the
basis for computation of taxes or for both book
and tax purposes. The survey also indicated
that almost one-third of the companies in the
study indicated in their 1963 reports the adop
tion of the new Guideline rules (in part or in
full) issued in 1962 by the U.S. Treasury In
ternal Revenue Service.
As to those companies that disclosed a
charge for depletion, very few revealed their
method or basis for determining the amount
provided.
Income Tax—Adjustments
The American Institute of CPAs in discuss
ing income tax adjustments in Chapter 10 of

(continued to page 9)
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Accounting Trends and Techniques —
Balance Sheet
Shirley E. Collins, CPA
The increasing use of the corporate owner
ship form of business with broadly distributed
stock has made it necessary that accountants
recognize their responsibility to make the fi
nancial statements as informative and uniform
as possible.
A survey of the financial reports released
annually by 600 industrial companies formed
the basis of the article presented.
Two forms of balance sheets were reviewed,
the so-called “customary” form and the “finan
cial position” form. The “customary” form
shows the assets on the left side of the balance
sheet and the liabilities and stockholders’
equity on the right.
The most popular form of the “financial po
sition” form is as follows: current assets less
current liabilities, added to other assets less
other liabilities, less long-term indebtedness,
with the net total of these sections shown as
equal to the stockholders’ equity. In the 1963
survey of the 600 companies, 530 of these
used the “customary” form. The income state
ment was presented ahead of the balance sheet
by 210 of the companies; this is indicative that
the current earning capacity is now undergoing
closer scrutiny.
The omission of the odd cents in the pub
lished financial reports is almost unanimous,
only 10 of the 600 survey companies continued
to use them. Fifty-three of the companies
stated figures to the nearest thousand dollars.
The AICPA Committee on Accounting Pro
cedure has emphasized the fact that the ac
counts for one period are but an installment
of what is essentially a continuous history, and
549 of the 600 companies surveyed used com
parative statements in the annual reports.
The article pointed out gaining acceptance
of the recommendation that “cash or claims to
cash which are restricted as to withdrawal or
use for other than current operations” be ex
cluded from the current asset section. Only
nine companies used the all-inclusive title of
“cash on hand and in banks.”
Marketable securities were valued mainly at
cost but the trend is toward supplementing this
term with the phrase “stated at approximate
market.” Receivables appeared to be stated as
in the past.
Accounting Terminology Bulletin #1 re
states a recommendation previously made with
reference to the use of the term “reserve.” The

recommendation is that the use of the term in
the balance sheet to describe deductions from
assets as provisions for particular liabilities
should be avoided. The survey indicates that
this recommendation is being followed. The
use of the word “allowance” has gained broader
acceptance.
There appears to be little change in the
stating of inventories in the balance sheet. The
most commonly used basis of valuation is still
“the lower of cost or market.” The method of
cost determination was disclosed by 415 of
the survey companies. Since 1950, there has
been a decrease of over 75% in the number of
companies revealing the existence of inventory
reserves.
“Cash surrender value of life insurance” is,
in the survey companies, almost never indi
cated as a current asset. Prepaid expenses and
deferred charges were shown by 582 of the
survey companies; and the general trend is to
show them in the current asset section if they
are labeled “prepaid” and under a non-current
caption if they are described as “deferred.”
The basis of valuation of fixed assets was
disclosed by 572 of the 600 companies. The
term “accumulated” rather than “reserve” in
connection with depreciation accumulation has
gained wider acceptance. This follows the rec
ommendation of the AICPA Committee on
Terminology. The second most popular term
used to state depreciation accumulation was
“allowance.”
The most frequent method of presentation
of intangible items was in a separate list in
the non-current asset section of the balance
sheet.
All of the 600 survey companies presented
accounts payable to trade creditors in their
balance sheets; and 345 of the companies
evidenced the amount due to employers and
stockholders as current liabilities.
The amount of the tax reserves in the bal
ance sheet showed significant increases in 1963
over 1960. The latest increase in 1963 stems
primarily from two sources: the adoption for
tax purposes of the new depreciation guide
lines and the application of investment credit
accounting.
The survey noted the trend toward simplifi
cation of the capital structure of the corpora-

(concluded on page 14)
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TAX FORUM
DOROTHEA WATSON, CPA

An income tax deduction for administrative
expenses of an estate is disallowed by Sec.
642(g) unless a waiver of the right to an estate
tax deduction for the same item is filed. Reg
ulations require that such a waiver may be
filed at any time before the statute of limita
tions expires for the taxable year in which the
income tax deduction is claimed. Many factors
can make it impossible to determine at the
time the income tax return is filed whether an
item of expense is of more benefit as an income
or as an estate tax deduction. The estate tax
bracket may not be known when the estate
contains items the value of which is subject
to challenge by the Internal Revenue Service,
such as closely held corporate stock, partner
ship interests, works of art, real estate or oil
properties.
Such expenses can be claimed on both the
estate tax return and the income tax return
with no waiver being filed. Upon examination
of the returns, at which time the comparative
tax rates will be known, the required waiver
can be filed if it is advantageous to do so, or
not filed and the deduction taken on the estate
tax return.
Another opportunity for shifting the deduc
tion where it will save the most in taxes is
present since it is not necessary to treat all
items of administrative expense in the same
manner. In fact it is not necessary to treat all
of one expense amount in the same manner.

Moving Expenses
Two recent releases of the Internal Revenue
Service, Rev. Ruling 65-158 and T.I.R.-754,
concern the tax consequences of reimburse
ments or allowances for moving expenses paid
to employees.
These releases make clear that moving ex
pense reimbursements or allowances for ex
penses incurred by an employee in transport
ing himself, his immediate family and house
hold goods, including in-transit meals and
lodging, are excludable from the employee’s
gross income. However, any reimbursement or
allowance in excess of the amount of such ex
penses actually incurred by the employee are
compensatory in nature and must, therefore,
be included in the employee’s gross income
and must be subjected to withholding of in
come tax and social security and included in
taxable wages for unemployment tax purposes.
It should be noted that for purposes of in
come tax withholding, social security and un
employment tax, “wages” does not include
remuneration to the extent it is reasonable to
believe at the time the payment is made that
a corresponding deduction is allowable as
moving expense.
Reimbursements or allowances for the fol
lowing items are includible in an employee’s
gross income and are wages for purposes of
payroll taxes:
1. The cost of preliminary trips to the new
place of employment to locate suitable
living quarters;
2. The amount by which the net selling
price of an employee’s former home falls
below its appraised value;
3. Fees incurred in disposition of old resi
dence and acquisition of new residence;
4. Charges for disconnecting or connecting
utilities;
5. Expenses of altering and installing rugs
and draperies;
6. Driver’s or auto license fees required by
the state to which the employee moves;
7. The cost of temporary lodging and meals
at the new location of employment; and
8. Other similar type “relocation and dis
location” expense.

Medical Expenses—Estate tax or
Income tax deduction
Medical expenses for the care of a taxpayer
which are paid out of his estate during the year
following his death are treated as paid by the
taxpayer at the time incurred. (Sec.213(d)) To
receive this treatment a statement that the
expense has not been allowed as a deduction
in computing the taxable estate for estate tax
purposes and a waiver of the right to have the
expense so allowed must be filed.
The Regulations require the statement and
waiver to be filed with or for association with
the return, amended return, or claim for refund
or credit for the decedent for any taxable year
for which such amount is claimed as a deduc
tion. Here, also, hindsight can be used to
determine where the tax advantage lies.

Administration Expenses-Estale tax or
Income tax deduction

Double Deduction of Administrative
Expense of a Trust
A double deduction of an expense is even
better than a choice of where to take the de
duction. In the case of administrative expenses
of a trust a double deduction is possible.

A choice of where to deduct an expense,
especially coupled with hindsight, provides
opportunity for tax saving. Yet this opportunity
is available in connection with administrative
expenses of an estate.
6

Section 642 (g) which disallows a double
deduction of administrative expenses to an
estate does not extend the disallowance to
trusts.
Trustee fees, for example, have been al
lowed as a deduction in computing the taxable
estate for estate tax purposes and also allowed
as a deduction in determining taxable income
of the trust. (M. E. Burrow, (CA-10) 64-2
USTC #9554, 333F.2d 66)

or Judging Management Decisions” appeared
on page 7 of the December 1964 issue of
THE WOMAN CPA:
“Dear Miss Royal:
At a session sponsored by Marguerite
Reimers, Education Chairman for Seattle
Chapter ASWA, your ‘rebuttal’ to Mr.
Pilié’s address was discussed in detail.
Marguerite suggested letting you know
that the consensus commended and favored
you all the way.
My own reaction had a phase beyond
the subject matter itself. It has been my
contention that THE WOMAN CPA by
its very title implies the publication to be
a medium for presentation of the woman
accountant. As such, articles by men weaken
that purpose—regardless how meritorius their
material. However, your response to Mr.
Pilié justifies to me his inclusion in the De
cember issue.
Would that more of us (including me)
were alert and responsive to such chal
lenges. If seems a worthier way for women
to reach for professional recognition than
thru mere militancy.
Sincerely,
(s) Ida K. Ezra, CPA.”

Tickets to Events Sponsored By
Charitable Organizations
On June 30, 1965, the Internal Revenue
Service issued T.I.R. No. 747 which lays down
rather clear guidelines covering the deduction
as a charitable contribution of the cost of
tickets to events sponsored by charitable or
ganizations.
The Revenue Service emphasized that to be
deductible as a charitable contribution, a pay
ment to or for the use of a qualified charitable
organization must clearly be a gift, and that
donative intent and absence of consideration
are essential requisites of a gift. The receipt of
consideration in the form of tickets of admis
sion or other privileges in connection with pay
ments of the kind here in question raises a pre
sumption that the payment is not a gift. The
burden is on the taxpayer to overcome the pre
sumption by showing that a clearly identifiable
part of the payment does qualify as a gift to
or for the use of charity. In any case, only that
portion of the payment which was made with
the intention of making a gift and for which
the patron received no consideration can be
considered a charitable contribution.
Charitable organizations can assist taxpayers
in establishing their deductions. To do this, the
amount properly attributable to the purchase
of admission or other privileges and the amount
being solicited as a gift should be determined
and announced in advance of solicitation. The
respective amounts should be clearly indicated
on the ticket or other evidence of payment.
The mere fact that the tickets or other priv
ileges are not used does not entitle the patron
to any greater charitable contribution deduc
tion. The test of deductibility is not whether
the right to admission is exercised, but whether
the right was available. If a patron desires to
support an affair, but he does not intend to use
the tickets or exercise the other privileges being
offered with the event, the patron can make
an outright gift of the amount he wishes to
contribute, and not accept any of the priv
ileges related to the event connected with the
solicitation.

A BIT O’ HUMOR THERE!
Betty Loos Roberts
When I first went to work I had a firm con
viction that if you made mistakes you got
fired! Consequently, I always carried my mis
takes home with me every night in my purse
—so no one would be any the wiser!
I started with a trucking firm just as they
were involved in taking their annual inventory.
When I was told to inventory the tires for the
fifth wheels I raced from building to building,
up and down ladders, only to be told each time
that they had been moved to some other loca
tion. When I finally reported back to the pres
ident that I had been unable to inventory the
tires because they kept “moving them”—he
could no longer contain his laughter. Much to
my chagrin I then learned that the fifth wheel
is that part of the tractor to which the trailer
is hitched!
Wanting to be really efficient on my first
job I made it a practice to put my initials, BL,
on the lower corner of each invoice after I’d
checked it. One day there was an extra amount
of commotion and when I asked what was
going on they said they were all looking for
a large number of missing bills of lading. I
asked how they knew they were missing and
was told that the shipping department always
put BL on the invoice when the bills of lading
were prepared. Of course my “efficiency” ac
counted for the missing bills!

REFERENCE—DECEMBER 1964 ISSUE
The following letter was addressed to Juli
anna Royal, CPA, whose article “Reviewing
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COMMENTS AND IDEA EXCHANGE
JANE STRENCIWILK, CPA

TIME SAVING HINT FOR
FOOTING JOURNALS
A very simple idea but one which will save
time and simplify the balancing of a journal
is the following:

ONE-CHECK-PAYROLL PLAN
The paycheck could soon become as out of
date as the old method of paying your em
ployees with cash. Banks all over the country
hope to add to their number of customers
by taking over the payroll processing of many
business firms.
Under the one-check-payroll plan, the em
ployer lets the bank know what each em
ployee’s net pay will be, and deposits one
check for the total pay of all employees. The
bank then sets up a separate checking ac
count for each employee and credits the
proper amount to his account. This saves the
employer the time and cost of writing many
individual checks.
This plan benefits the employee as well as
the firm. It eliminates the nuisance of having
to stand in line at a teller’s window to cash
a payroll check or rush to the bank before
closing time to make a deposit. It is also
beneficial to the employee who would never
otherwise take the time to open an account.
The employee is given checks and may
draw the funds out of his account, transfer
the funds to another bank, or use the funds as
a checking account.
Many banks will handle internal transfers
from a checking account to make loan pay
ments, add to a savings account, etc., with
out any action on the part of a depositor ex
cept his approval of these transfers when the
plan is put into effect.
The one-check-payroll plan is handled by
the bank at no cost to the employer. This
can be done with the anticipation that the
new accounts the bank will be able to open
will absorb any additional cost.
Many banks that have gone to automa
tion handle what is called the “no-check
payroll plan.” The bank processes your com
plete payroll, sends out earnings statements
to each employee, handles W-2 forms, makes
all quarterly reports, etc., from information
furnished to it by the employer. The service
is handled for a nominal fee, varying accord
ing to the installation that suits the employer.
Why not check with your bank now, on
the one-check or no-check-payroll plan? It
may prove as beneficial to you as it has to
many other employers.
Gail Gentry
Birmingham ASWA Chapter No. 47

Stagger your totals for each column as you
foot your journals. Put all the debits on
one line and all the credits on the next
line. When you get ready to balance across,
this will save your having to look at the
top of each column as you take your tape
to see if the item is a debit or credit. You
can add your debits across on one line and
then your credits straight across on the next
line. This would be especially helpful for
those who have machines that do not give
credit balance totals. When your machine
will not give a credit balance total, you
have to take a separate tape of the debits
and then the credits as your credits could
be higher than your debits if your journal
is not in balance. Therefore, the method
of staggering debits and credits would be
helpful to you.
Also if you do not have a machine and
are compelled to add the journal in your
head, or if you are one of the accomplished
few who can add faster in your head than
on a machine, this method would facilitate
adding across for you.
Bernice Saddler
Birmingham ASWA Chapter No. 47

FRANCHISE DEDUCTIBLE AND
SELF-INSURANCE AS A
MEANS OF COST REDUCTION

Whenever the budget director reviews the
Company’s budget for the next year, he usu
ally considers the fire and extended cover
age insurance on both buildings and con
tents, as well as business interruption, as a
fixed expense (that is, one that will not vary
with the production of the plant) and usually
he believes that it cannot be decreased with
out reducing the Company’s protection ma
terially.
If the Company is willing to carry its own
insurance on the first few thousand dollars
of loss (commonly referred to as franchise
deductible in insurance circles), the Com
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pany can get a reduction in its annual in
surance premium on this type of coverage
of approximately 16% of the total insurance
premiums paid. An example of the policy en
dorsement for the $1,000.00 franchise clause
could state “When the amount of loss under
this policy and all contributing insurance
arising out of one occurrence is less than
$25,000.00, this Company shall be liable under
this policy only for its proportion of 104%
of that part of such loss which is more than
$1,000.00 and less than $25,000.00. Such pro
portion shall be determined in the same man
ner as this Company’s proportion of the whole
loss would have been determined had this
provision not been part of this policy, but dis
regarding all deductible provisions, if any,
of this policy.” The savings in insurance ex
pense resulting from the reduced insurance
premiums will usually more than pay for any
losses which might result under the policy
over a given number of years.
The risk involved in getting this type of
insurance coverage is rather small for most
businesses as they usually can raise the addi
tional capital to pay the damages for a small
loss; but in the event of a total destruction or
catastrophe, they would be out of business if
no insurance were carried.
This type of insurance coverage allows the
Company to reduce its insurance cost and at
the same time protects it against any major
catastrophe.
If a Company has inventory in many dif
ferent locations which is kept on leased prem
ises (such as a chain of men’s clothing stores),
consideration should be given by manage
ment on the decision of being a full self-in
suror of fire and extended coverage and use
and occupancy losses.
In these cases, the Company can usually
find a temporary location to open its busi
ness immediately, and merchandise from other
locations can be shipped to the temporary lo
cation immediately so that the Company’s
profit from loss of sales will be kept to a
minimum. If you assume that the Company
has merchandise in twenty-five different lo
cations and that each location’s inventory is
about the same, and that the inventory never
exceeds $50,000.00 at one location, it can be
seen that a complete fire loss at one location
will not put the Company out of business as
the total merchandise loss after allowing for
the tax savings of about 50% will be about
$25,000.00.
Whenever a Company becomes a selfinsuror, it is always advisable to set up a
reserve for self-insurance in the balance sheet,
and charge operations with the estimated
amount of losses, based on past experience
and current projections. Some companies use

the estimated insurance premiums which
would be paid to set up this reserve, and
charge all losses to the reserve when they
occur.
Roberta M. Rhoads
Birmingham ASWA Chapter No. 47
Trends—Income Statement
(continued from page 4)

are to be used in determining the figure re
ported as net income. The only possible excep
tion to this presumption relates to items which
in the aggregate are material in relation to the
company’s net income and are clearly not
identifiable with or do not result from the usual
or typical business operations of the period.”
Generally, these items represent material
charges or credits (other than ordinary, recur
ring adjustments) related to prior years’ opera
tions or represent material charges or credits
that do not result from the usual operations of
the business. These items may also represent
material losses or catastrophies not usually in
sured against and write-offs of material
amounts of intangibles or unamortized bond
discount or premium.
As pointed out in Chapter 8 of Bulletin 43,
two methods may be used for the presentation
of extraordinary items: they may be presented
(1) as direct charges or credits to retained
earnings or (2) as separate items on the income
statement after the amount designated as net
income. Although the first method is preferred,
the second method is acceptable provided care
is given to identify the final figure, for example,
“net income and special item.”
Of the companies included in the American
Institute of CPAs’ survey, one-third disclosed
extraordinary items, the majority representing
gain or loss on disposal or sale of fixed assets.
Other extraordinary items resulted from var
ious gains or losses and from changes in the
valuation bases of inventories, investments, and
fixed assets. Most extraordinary items were
presented in the income statement, only one
fourth being set out after the net income for
the year.
Chapter 8 of Bulletin 43 indicates the neces
sity for clearly designating the figure of net
income when extraordinary items are presented
in a separate last section of the income state
ment. Companies indicated exclusion of the
extraordinary item from net income by such
designation as:

Net Income for the Year
Special Item
Net Income and Special Item.
(concluded on page 14)
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Similar treatment has been accorded one
month liquidations under Section 333, liquida
tions under 334(b)(2) and all other areas
where the recapture provisions have altered
the previous tax treatment of a particular
transaction.
Not all of us will be confronted with much
of the material covered by the author; but, in
view of the changes in many tax areas, it
would be well to read this article prior to ef
fecting any future business financing.
D.L.B.
“Sources and Uses: A British View,” by Harold
Rose, Journal of Accounting Research, Au
tumn 1964, Volume 2, No. 2.
The Funds Statement, currently the subject
of investigation and concern in the United
States, was the topic at a meeting of the Euro
pean Federation of Financial Analysts Societies
at the University of Cambridge in July, 1963.
Prior to the meeting, committees of members
from Belgium, France, Germany, the Nether
lands, Switzerland, and the United Kingdom
studied “the usefulness in company accounts
of tables showing the sources and employment
of the company’s funds.”
This article presents some of the information
gleaned from these studies as well as the simi
larities and differences in views of those from
the continent and those from Britain.
1. All agreed that the term “funds” should
not be used because its connotation is that the
statement is “to ‘explain’ the change in net
current assets.” All agreed that this is not
necessarily the primary or best use of the tool.
2. Layout of the statement will vary, the
members agreed, depending on the information
required to be presented in the annual pub
lished reports in the various countries. Since
this information is not uniform, the starting
point for preparation of the statement cannot
be the same in all countries.
3. If the tool is to be used by analysts both
for comparison among years for the same com
pany and for comparison of different firms, it is
advisable to have a somewhat standard form.
For this reason, “the employment of negative
Sources or negative Uses would not be an
excessive price to pay in circumstances in
which some degree of standardization might
be justified.” Therefore, changes in assets will
always be treated as Uses, and changes in
liabilities will always be Sources.
4. The Investment Section should precede
the Financing Section in presentation.
5. The term “cash flow” is considered unde
sirable because of its potential for misunder

“Depreciation Recapture,” Ronald P. Baldwin,
The Journal of Accountancy, April 1965,
Volume 119, Number 4
Taxes have always played an important role
in the financing of any business, and the 1962
and 1964 Revenue Acts have not proved to be
exceptions to this rule. Sections 1245 and
1250, dealing with the recapture of deprecia
tion, have created problems that will necessi
tate intensive tax planning in areas in all proba
bility not contemplated with the initial study
of the Acts. The article deals with the recap
ture provisions in a competent manner, pre
senting a clear and concise delineation of their
effect on previously existing tax law.
Of particular interest to all of us should be
the discussion and illustrative example of the
calculation of recapture upon the disposition
of realty. In any case involving substantial
improvements after the initial purchase, the
computation can be complicated; but the com
plications have been reduced to a minimum
in the example given.
The article points out the considerations
paramount in all future sales of a business at
a gain. The buyer of the assets of a business
strives to have as much of the purchase price
as possible allocated to depreciable property.
Now, however, such an allocation will result
in ordinary income to the seller to the extent
of depreciation recaptured. In addition, corpo
rate transactions hitherto enjoying tax-free
status have to be reconsidered. Section 337
sales of assets at a gain, pursuant to a twelve
month liquidation plan, will now have ordi
nary income aspects. As a matter of fact,
where some assets are sold at a gain and
others at a loss, extraordinary tax penalties
will develop. The author offers practical sug
gestions as to the mitigation of these penalties.
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first time, be faced with problems under the
Federal securities laws. These Amendments
resulted from the Report of the Special Studies
of the Securities Market.
The 1964 Amendments deal chiefly with
issues of securities traded in the over-thecounter market and the standards of broker
dealer firms and their salesmen. Provisions
concerning issuers are designed to provide
information, necessary for investors to make
informed decisions and to make it possible
for broker-dealers and their salesmen to pro
vide better customer advice. The other pro
visions are designed to raise the standards
of competence and training of those who
will use this information in an advisory ca
pacity.
The new amendments extend to stocks of
larger over-the-counter issuers the registration,
reporting, proxy and insider trading coverage
which has proved so effective on the ex
change market. Approximately 2,700 com
panies with more than $1 million in assets
and 750 Stockholders will be subject initi
ally to the new Requirements, and after two
years when the limit drops to 500 stockhold
ers, an additional 800 companies will be
come subject to them.
To strengthen both the qualification stand
ards for entrance into the securities industry
and controls over those already in the in
dustry, self-regulatory bodies, such as the
National Association of Securities Dealers,
will be required to adopt rules establishing
standards of competence, training and ex
perience for members and their employees.
An amendment to the Exchange Act, which
resulted from the Special Study, provides
that, in the preparation of financial state
ments to be included in reports to stockhold
ers, issuers must follow accounting principles
and practices which are generally consistent
with those required for financial statements
filed with the Commission. Under the new
rule, additional standards are imposed, but
financial statements provided to stockholders
need not conform rigidly with those filed with
the Commission. Omission or condensation of
some details will be allowed if the results are
not misleading. To assure adequate disclos
ure, any material difference in principles of
accounting or their application must be noted
in the stockholder report, and their effect
fully explained and reconciled with the re
ports to the SEC.
An amendment also requires that, in re
ports to security holders covering fiscal years
ending on or after June 30, 1964, the financial
statements must be certified by independent
public accountants unless: (1) corresponding
statements included in the annual report filed
with the Commission for the same fiscal year

standing and confusion.
6. Depreciation should be specifically shown
as a financing item because of its potential
value to the analyst.
7. The title selected for this tool statement
was “Investment and Financing Table,” or
“Financing Table.”
The preferred Continental “Investment and
Financing Table” has two sections; what the
author elects to call “a” British, preference has
three sections. In both cases 'Section A is
Investment and contains (1) Acquisition of
Fixed Assets (gross or net, depending on the
information required in the published reports
of the country in question) and (2) Increase
or Decrease in certain Net Assets. “A” British
preference would include in this second classi
fication only the net change in inventories and
the net change in “trading assets” (trade debt
ors less trade creditors). The Continental pref
erence includes in (2) increases or decreases
in inventories and in other assets (defined as
including trade debtors, cash, marketable se
curities and other current assets).
Section B of both statements is Financing
and includes (1) Income Finance, (2) Miscel
laneous Finance, and (3) New Issue Finance.
Income Finance encompasses retained income
(income after tax less dividends declared),
depreciation, and net change in short-term lia
bility accounts. Miscellaneous Finance stems
primarily from sales of fixed assets; New Issue
Finance is long-term security change. Since
“a” British preference excludes cash, market
able securities and bank loans from the Invest
ment Section, this statement contains a Section
C, “Resulting Change in Net Cash Balance.”
The author concludes that “the work of the
study group was in no way intended to be
definitive,” and that “the subject is likely to
come up for continued discussion at a future
international congress.” The AICPA has rec
ommended a balanced statement (as do those
who support the Continental preference). It
has also recommended against “explaining”
changes in cash and marketable securities (“a”
British preference). However, no standard form
has been suggested for the funds statement.
Perhaps the European thoughts on uniform
ity of statement and avoidance of misleading
terms will influence our profession’s further
pronouncements on the subject. At least in
this respect the European approach is different
from that which we usually see.
M. E. D.
“Current Developments at the SEC”, Manuel
F. Cohen, The Accounting Review, Jan.
1965, Volume 40, Number L
The author, who is Chairman of the Se
curities and Exchange Commission, discusses
the Securities Acts Amendments of 1964 un
der which many accountants will, for the
11

are not required to be certified, or (2) the
Commission finds that certification would be
impracticable or would involve undue effort
or expense. The rule now expressly requires
that consolidated financial statements be furn
ished if they are necessary to reflect ade
quately the financial position and results of
operations of the issuer and its subsidiaries.
In addition to the legislative program, the
Special Study has brought about a study and
re-evaluation by the Commission of its prac
tices and procedures. Mr. Cohen reports that
it has embarked upon a continuing effort to
revise, update and improve its operations
wherever possible.
The author expresses the view that, be
cause of his special status and responsibility,
the accountant has a unique opportunity to
be a leader in raising standards of investor
protection. Independent accountants lend au
thority to management's representations by
their opinions as experts, and they operate as
a check on management in assuring that the
financial data are fairly presented in accord
ance with generally accepted accounting prin
ciples. The 1964 Amendments to the Secur
ities Acts will bring into contact with the
Commission many heretofore “unregulated”
companies, and the accountant will be a pri
mary bridge between the issuer and the Com
mission.
In matters of education and persuasion,
public accountants are encouraged to stir
managements to better disclosure of perti
nent information and to be prepared to ex
ercise their obligation to take firmer action
when persuasion is inadequate.
C.G.F.

three diagrams illustrating the flow of data
and indicates the control reports resulting
from the data processing system.
The second article entitled “Automated
Processing of Customer Orders” which was
written by W. J. Chievitz, Assistant to the
General Manager of Sales Planning of The
Timken Roller Bearing Company, explains a
system linking the computer and the shipping
center. The system includes the functions of
entering and processing customer orders, con
trolling inventories and manufacturing sched
ules, and the warehousing and shipment of
bearings. The article illustrates and explains
the “Scheduler’s Reference Report,” a daily
form which shows inventory balances, the
manufacturing schedule, and the allocation of
customers’ orders. The author points out, how
ever, that even though the computer which
produces the report is quite a gadget, it can
not create information. The information has
to come from people. The article traces a
customer purchase order through the major
steps from the receipt of the order to its
shipment.
The third article entitled “Toward Auto
mated Production Planning” was written by
Richard D. Barker, Manager of Andover Data
Processing Services, Andover, Massachusetts.
The article discusses a production planning
system designed for a manufacturer of phono
graphs and record-playing equipment. The
main purpose of the new system was to speed
up the determination of parts requirements
and the preparation of purchase requisitions.
Master bill of material decks was created and
a routine for handling purchase requisitions
was established. The author points out that
automatic inventory posting instead of manual
posting once a month and pricing of bills of
material are two further applications of auto
mation which could be installed relatively
easily.
The first two articles discuss problems of
large companies; the third article deals with
problems of a smaller company which at pres
ent does not have its own data processing
equipment. In all of the companies, however,
the problems had to be faced and plans for
handling them worked out. A study of the
articles and the accompanying flow charts and
diagrams may give the readers ideas for
dealing with similar problems in their own
businesses.
M.E.B.

“Automation,” NAA Bulletin, October 1964,
Volume XLVI, Number 2.
Practical applications of automation to ac
counting and production problems are the
subjects of three articles in the October 1961
issue of the “NAA Bulletin.”
The first of the articles entitled “Automated
Material Procurement and Control” was writ
ten by Howard A. Maxwell, Systems and
Procedures Analyst of the Day & Night Manu
facturing Company. In the system being intro
duced in this company, the manual handling
of data is being kept to a minimum; trans
mission of data from distant locations is ac
complished by a data collection system. The
first problem in automating material procure
ment was to develop a program which would
determine material requirements as accurately
and rapidly as possible. The next step was
the recording of materials received, and the
third step was the recording of issues of ma
terials according to the established production
schedule and of unplanned issues which may
occur for various reasons. The article contains

“ ‘Cash-Flowitis’: Malady or Syndrome?,” Al
lan R. Drebin, Journal of Accounting Re
search, Spring 1964, Volume 2, Number 1.
In this cleverly written, informative article,
Professor Drebin places much of the blame
for the misconceptions resulting from use of
cash flow data at the doorstep of the practic
12

sults that have hitherto been achieved by
organizations adopting them. This aspect is
extremely interesting in that it analyzes ac
tual corporate experience. In many instances
this does not conform to motivation. While
few employers give the tax advantage as their
major reason for installation of a plan, the
author has nevertheless recognized its im
portance. Tax incentives are thoroughly gone
into with a comparative example of the bene
fits of qualified deferred plans over individ
ual employee cash plans.
Of particular concern to practitioners are
the statistics given as to the labor record
where one or more types of plans have been
selected. While no very recent figures are
available, it would seem that profit-sharing
plans contribute more to a favorable em
ployer-employee relationship.
The article closes with a concise sum
mary of the relative advantages inherent in
the two types of plans, as well as their par
ticular disadvantages. From this summary,
the wealth of preceding material, and the
very fine bibliography presented, it will be
possible to be of tremendous assistance to
your clients in their future consideration of
adoption of some form of employee benefit
plan.
D.L.B.

ing accountant. “ ‘Cash-flowitis’ is not the real
ailment from which these users of financial
statements suffer. ‘Cash-flowitis’ is merely a
syndrome of the malignancy which is growing
rampant in the financial community. That
malady might be called ‘information anemia.’ ”
He presents selected information from the
U. S. Steel Corporation Annual Report for
1962 which indicates that the income figure
shown is, in fact, misleading because of
changes in depreciation rates, the investment
credit and pension costs. He points out that
this company is “by no means unique” in
being inconsistent in accounting procedures.
He states that it is the responsibility of the
accountant “to convey the appropriate informa
tion in a language which they (the financial
statement readers) can understand.” He warns
that unless we “provide information which is
relevant and useful to the users of these re
ports” they may no longer accept and use the
reports we furnish.
The article furnishes much food-for-thought
in relation to the current interest in fund-flow
statement caused by the recent AICPA Ac
counting Principles Board Opinion Number 3.
M.E.D.
“Deferred Profit Sharing Versus Pension Plans,”
Dr. Helene M. A. Ramanauskas, The New
York Certified Public Accountant, May 1965,
Volume XXXI, Number 5
This article on pension and profit-sharing
plans is of twofold interest—the author is a
member of AWSCPA and her treatment of
the subject matter is excellent.
Many small and medium sized companies
are contemplating the utilization of some
type of employee benefit plan and will nat
urally look to their accountants for guidance.
In other instances, familiarity with the area
will alert the accountant to the possible ad
vantages to be derived from the adoption of
a plan. Either way, a careful study of the
article will provide practitioners with suffi
cient background to serve clients adequately
in this field.
Dr. Ramanauskas analyzes the fundamental
differences between profit-sharing and pen
sion plans, from the point of view of accom
plishment of the desired objective and the
motivation responsible for the differences.
Basically, the pension plan is born of the
concept of the employer’s moral and social
responsibility for the welfare of employees
when they are no longer physically capable
of working. On the other hand, a profit-shar
ing plan contemplates the stimulation of em
ployees’ efficiency through the immediate par
ticipation in profits accruing as the result of
such increased efficiency.
Following a classification of the various
types of plans, the author surveys the re

“Meeting the Demands of Decision Makers,”
William J. Vatter, NAA Bulletin, June 1965,
Volume XLVI, Number 10
In this article Dr. Vatter, who is Professor
of Business Administration at the Graduate
School of Business, University of California,
Berkeley, California, emphasizes that the ac
countant must learn to play a different role be
cause of the new methods and techniques
which are being used in business today. He
notes that accountants may feel that their com
petence is limited to conventional accounting
skills and that they should continue within
habitual patterns, maintaining typical account
ing procedures and records. Dr. Vatter points
out that the new methods and techniques do
not undermine the effectiveness of the ac
countant, but instead they give him an oppor
tunity to expand and advance his basic func
tion and to arrange his information system so
that it can help to solve problems more effec
tively by having needed information ready for
these new methods.
The article considers several kinds of prob
lems with which accountants will need to deal.
The first problem is how to recognize and
measure relationships in sets of data. It is sug
gested that a more careful analysis of cost data
may be necessary. Another problem has to do
with statistical variance. We are reminded that
information which twenty years ago would
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have been tedious, time-consuming, and costly
can now be obtained quickly and easily with
modern computers. Also with computers, model
programs can be set up for budget projections,
letting the computers do our “guessing” in a
systematic fashion.
Inventory situations are another class of de
cision problems which can be solved more
easily with our new tools. Finally the article
discusses linear or other mathematical pro
gramming and points out that, while the ideas
are not new, the methods of using them are
new.
The author concludes that with the kinds of
tools, data processing equipment, and analyti
cal ability at the disposal of the management
accountant, he may be expected to do more
than merely provide data on request. His task
is to help management recognize problems and
to provide information for solving them before
management requests it. Accounting must
highlight conditions, analyze causes, and sug
gest and test solutions.
The article is a brief but excellent statement
of some of the opportunities facing manage
ment accountants today. If accountants are
going to be a part of the management team,
they must learn to use new tools to help solve
some of the problems facing modern manage
ment.
M. E. B.

“A Casualty Insurance Survey for the Smaller
Client,” by Frank Perry Walker, CPA, The
Journal of Accountancy, July 1965, Volume
120, Number 1
At the outset there is presented a checklist
of the various types of insurable risks and of
properties which may be damaged. Too often
the accountant merely verifies the propriety of
the more obvious forms of insurance, but with
this checklist as a guide it is possible to call
the client’s attention to many other types of
losses which should be protected. There are
pertinent observations concerning the “fire
legal liability” of a tenant and the necessity of
proper wording in leases to eliminate the pos
sibility of a suit from the landlord’s insurance
company. Special situations and the policies
needed to cover them are also touched upon.
Similarly, losses due to interruption of opera
tions and liability to third parties are discussed
and practical solutions are suggested.
This article emphasizes a phase of the ac
countant’s responsibility that is often neg
lected, particularly in the case of the small bus
iness. Actually inadequate insurance coverage
can have deleterious effects on the small busi
ness and should, therefore, receive the utmost
consideration.
D. L. B.
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Trends—Income Statement
(concluded from page 9)

Others indicated inclusion of the extraordinary
item in net income by such presentations as:
1. Net Income Before Special Item
Special Item
Net Income for Year
2. Net Operating Income
Special Item
Net Income
Of the companies disclosing extraordinary
items, most reported only an earnings-per-share
figure based on total net income and extra
ordinary items; most gave no figures showing
separate earnings-per-share figures for net in
come and net income including extraordinary
items.

Conclusion
The indications set forth in the American In
stitute of CPAs’ 1964 edition of Accounting
Trends and Techniques illustrate that among
the companies surveyed many alternative
methods exist for recording and reporting the
results of operations of a business in accord
ance with generally accepted accounting pro
cedures. Because of the increased importance
of the income statement, net income should be
determined in such manner as neither to un
derstate nor overstate materially the results of
operations of a business. The income state
ments should present the results of operations
in such manner as to be not misleading, and
yet to be in clear, concise terminology under
standable by the lay reader of published an
nual reports. Although great progress has al
ready been made, it is the responsibility of the
accounting profession to take a definite stand
on controversial issues and to make specific
recommendations concerning their accounting
treatment.

Trends—Balance Sheet
(concluded from page 5)

tion. In 1950, only one class of stock was
shown by 280 of the survey companies; and
by 1963 this number had increased to a total
of 332 companies. The term “capital” as ap
plied to common stock is giving away to the
term “common,” and the term “par value” is
being used more frequently than “no par
value.”

Introducing New Editor

Miss Mary Joan McCann, CPA, of Kansas
City, Missouri, will be the Editor of the next
and subsequent issues of THE WOMAN CPA.
As we conclude our assignment, our feelings
are mixed—elation, relief, and regret.
We are elated that our successor, affection
ately known as Mary Jo, has consented to de
vote her time and talents to the many details
of editing the joint official publication of
AWSCPA and ASWA.
We are relieved that, with the assistance of

the various authors, editors, editorial board
members, printers, and others who have
worked with us on the magazine, we have met
our publication deadlines.
We regret sincerely that we were unable,
for various reasons, to make each of the last 14
issues of the magazine the leading periodical
published by professional accounting organiza
tions.
Miss McCann, who was the first woman to
be issued a CPA certificate by the State of
Kansas, is a graduate of the University of
Kansas. She is a manager on the Kansas City
staff of Touche, Ross, Bailey & Smart.
During the year 1958-1959, Miss McCann
served as president of AWSCPA. She had pre
viously been one of the organizers of the Kan
sas City ASWA Chapter No. 30 and had
served as that chapter’s second president. In
addition to her AWSCPA and ASWA mem
berships, she maintains membership in the
American Institute of Certified Public Account
ants, the Missouri and Kansas State Societies
of CPAs, and the American Accounting Asso
ciation.
Two years ago, Miss McCann completed her
term of office as president of the Women’s
Chamber of Commerce of Kansas City, Mis
souri. She served as a member of Missouri’s
First Commission on the Status of Women and
is currently serving as a member of the Small
Business Administration Advisory Council for
the State of Missouri.
We sincerely pledge encouragement and
support to our successor as we look forward to
forthcoming issues of THE WOMAN CPA
under the capable editorship of Miss McCann.

EDITOR'S PAGE
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entation, a member of the Seattle ASWA chap
ter. Miss Collins has recently moved to Van
Nuys, California.
A third presentation, “Accounting Trends
and Techniques—Other Statements,” was pre
sented in Seattle by Renie M. Pederson, CPA,
of Tacoma, Washington. We regret our inabil
ity to publish a manuscript based on Mrs.
Pederson’s presentation. We are indebted to
Marguerite Reimers, former editor, for obtain
ing the two manuscripts published by us in this
issue.

Our “Accounting Trends and Techniques”
manuscripts are based on talks presented at
the 1965 Western Regional ASWA Meeting
held in Seattle, Washington.
Mary E. Beniteau, CPA, author of “Income
Statement,” is a member of THE WOMAN
CPA Editorial Board. Miss Beniteau, who is
employed in the Dallas, Texas office of Haskins
& Sells, is currently President of Dallas ASWA
Chapter Number 64.
Miss Shirley E. Collins, CPA, author of
“Balance Sheet,” was, at the time of her pres
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An IAS accounting training program is almost as
individual and personal as your own eyeglasses!
Individual and personal attention focused on
your specific needs and ambitions is one rea
son why IAS training is conceded to be the
best home-study accounting instruction avail
able anywhere.
Another is the IAS learn-by-doing teaching
technique. Under the guidance of the faculty,
all of whom are CPA’s, you learn by doing
what an accountant does in actual practice.
Non-essential study is eliminated. You re
ceive personal attention from your IAS in
structor every step of the way... move along
as rapidly or leisurely as your time permits.
*Testimony to the recognition of IAS
is typified by a recent quotation from
an article on home study in a leading
national magazine: “Courses from the
International Accountants Society in
Chicago are so good that over five hundred
and fifty corporations use them for train
ing their employees.”

After you complete basics of general ac
counting principles, you select electives which
are tailored for your needs and coincide with
your career ambitions, both short range and
long term. The electives currently offered are:
Basic Auditing

Business Statistics

Public Auditing

Management Control

Internal Auditing

Economics

Basic Cost Accounting

Office Management

Advanced Cost Accounting

Accounting Law

Corporation Accounting

Federal Income Tax

Corporation Finance

CPA Coaching

IAS offers, free, an illustrated report de
scribing IAS’s thoroughly tested, personal
ized methods of instruction. Write for it now
using the coupon below. Let IAS without ob
ligation of any kind provide a prescription
applicable to your specific career.

preprints available on request

International Accountants Society, Inc.

209 W. Jackson Blvd., Chicago, III. 60606
Dept. WJ
□ Please send me your 24-page
report on IAS courses
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